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signals from the United States that are available over the air or by 
cable, and from foreign programming exhibited by Canadian 
broadcasters. Major topics discussed are: (1) failure of government 
regulation to induce significant Canadian drama, variety, or 
children's programming prior to the establishment of the Canadian 
Broadcast Pirogram Development Fund (the Fund) in 1983, which is 
administered, by Telefilm Canada; (2) provision and guidelines for the 
Fund; (3) economic incentive provided by the Fund; (4) justification 
of Fund subsidies from television production in terms of 
externalities associated with the cultural significance of the 
programming; (5) evaluation of the Fund experience; and (6) lessons 
from the Canadian experience with the Fund. It is concluded that the 
Canadian experiences with, and responses to, American and other 
competition, are becoming increasingly relevant to other countries, 
given the technological developments that are globalizing the market 
for television programming. (18 references) (CCD) 
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Canada has long faced international television programming oatpetitiori 
both directly froa US signals available ovei-the-air or by cable and feon * 
foreign prograranlng ejdilbited by Canuiian broadcasters. 

m 2983, as a response to this ccnpetition and the failure of 
reQUlation to induce significant Canadian drana, variety or ciiildren's 
progranndng, Canada established the Canadian Broadcast Program 
Develcpment Rmd (the 5tind>M» be administered by Telefilm Canada. Ohe 
luni can now ^'^:pplY up to 49 percent of the investment for el:!^le 
ina^jenaent television prodactions. Recently the Rmd has been very 
successful in inducing Canadian programming as it was Involved during 
seven months of 1985 in 137 projects with a cotal budget exceeding $132 
million. 

m Section I we provide' bacikground of the situaUon prior to the 
Introduction of the lUnd, in Section II describe the provisions of the 
TUnd, and in Section HI consider the eoonctdc incentive provided by sucii 
a SU«a. In Section TV we consider whethta: a subsixfy through the Etod can 
be justified in terms of esctemalities associated with the cultural 
significance of the programmii^, the infant industry argument, an^or. 
employment opportunities argument. In the li^ of this, using data 
Giflpplied to us ty Telefilm Canada, the ej?)erience with the Fond is 
examined and evaluated in Section V. 

Given the technological developnents whidi are globalizing the market 
for television programming, the Canadian experience with, and policy 
responses to, American ocmpetition are beocning increasii^ly relevant to 
other countries. lessons ftoa the Canadian experience are examined in 
the final section. 
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I. raE snnamcN irecjr to ihe imirdcocticn of the pukd 



An ajprecdation of the eaxwnic, tedinological, and regulatory 
enviionnent in camada prior to the Rind's introduction JUly 1, 1983, is 
necessary to imderstaixl why the Rmd was introduced emd to assess its 
aohieveanents. 

Caredijm television pttsgrawmlng faces oonpetltion ftm iirported US 
signals, available over-the-air or by cable, and frcm US prograinming 
ejdilbited by Canadian broadcasters, m recent years US stations have 
enjcjyed' a viewer share of about 31 percent (CBC 1984: 14) . Now satellite 
tedinology is presenting Canadian programming and the Canadian 
broekdcasting system vdth yet another challenge. Canadians owning a 10 
foot dish, oostliig about $2,000, can get access to a multitude of US 
satellite channels. 

Canadian programming also faces ccnpefcf.tion from foreign programming 
ejdilbited by Canadian broadcasters. During a typical viewer week 
(January 15-21, 1983) foreign programming dominated the peak period (7-11 
p.m.) offerings of CIV (80%) and Global (77%), the major English-language 
private broadcasters (see CBC 1983^33) . Ohe bulk of this foreign 
programming weui American light drama. Althcu^ drama accounted for 49 
percent of the time spent vratching English-language Canadian broadcasters, 
OTly 2 percent was Caxiadian (see Minister of Cocraunications, March 1983: 
8) . Similarly, there has been a serious deficiency in the area of 
children's progr a mming and as a consequence English-speaking Canadian 
diildren spend more than 80% of their viewing time watching US programming 
(Juneau, May 9, 1985) . 
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Bie dearth of English-lai^ge Canadian drama shows is not surprising 
as lapoitite and Lb Goff (May 1980) estiinai*^ that revenue earned by such 
prograninlng covered cjnly about half of prcductlon costs. On the other 
hana, v»e have estlaated, using lapolnbs and le Goff data, that the revenue 
an Er^liijBh-language broadcaster receives from showing a US drama Is 
typically at least four times as great as the cost associated with bi^ig 
the Canadian rights to exhibit that program. CBC vice-president Denis 
Harvey recently stated the cost, in terms of loss of advertising revenue 
avid increased programming costs of r^laclng a season of an hour-long 
serl'as such as 'Dallas' by a Canadian show be $15,000,000 (Eraser, 
Sqpteniber 18, 1985: 11) . 

©le rde of regulation has been to attempt to force or entice private 
brxDadcasters to offer Canadian programming they would not otherwise 
tjndertake. Hie primary vehicle for prcmoting Canadia.i programming 
ejdilbition by Canadian broadcasters has been the CRTC's Canadian content 
regulations. Uiese have required private stations to show 60 percent 
Canadian programming on a full-day basis and 50 percent on a prime tiite 
basis (6 p.m. to midnight) averageci over a year. Conduct regulation, 
which attenpts to cause private firms to act against the interest of their 
shareholders, invites token responses, and private stations have thwarted 
the intention of the priae time quota by Ixmdiii^ Canadian programming in 
the early or late evenit^ thus leaving the peak period for the profitable 
US programs. Itor example, CIV, 1978 to 1979, exhibited only 6 percent 
Canadian programming in peak period (8 p.m. to 10.30 p.m.) (CRTC, 1979: 
Volume 1, Table 14) . Another ploy has been to concentrate Canadian 
programming in the summer off-season. A third has been to produce low 
cost programming to miniiai,ze the loss possible fron satisfying the 
Canadian content quota. 
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Hhe experience prior to the introducticn of the Fund in 1983 
^ deraoRstrates that cxxiduct regulation failed to cajole or induce private 

broadcasters to eadilbit significant Canadian drama, children's, or variety 
^ -prcgraitining. This «as finally recognized by the govemnent in its policy 

pe5)er. Towards a New National Broadcasting Policy (March 19831 : 

^"^^ inTthe new broadcastlngr envircnment, regulation is not 

sufficient to pre!^3^ an identifiable Canadian broadcasting 
system, m particular, it is vital, and new a natter of 
policy, tiiat tt)e private Canadian p r o gr am industry have 
additional funds at its disposal in order to ocnpete with the 
flood of foreign programnlng now availOble because of the new 
technologies. It is for this reason that the Federal 
Government has decided to establish a Canadian Broadcast 
Xerogram Development Fund. 

n. 5HE mmsicm and GtmmNEs for toe fund 

As enunciated in Tcwards a New National Bttaadcastincf Policy (March 
1983) and the Megrorandum of Uhderstandincr (Febmary 21, 1983) , the Fund 
was made available-for assistancse In the production of- drama, children's, 
and variety progr ai aaiinj; categories ^icra there had been a particular 
dearth of Cianadian product, OJelefllm Canada vas given diiscretian over 
^*ether its te/iestment in a particular pro g r am vas to be in the form of a 
loan, loan guarantee, equity, or scroe mix of these. Ohe size of the Rend 
planned was $34,000,000 in 1983/84, increasing to $60,000,000 in 1987/88. 
Ibe producer was required to raise at least $2 for every $1 investment 
from the Rand, 

The Raid was to be available only to private Canadian production 
orttpanies and independent producers. In addition, producers were 
required to obtadn a letter of intent from an overMiie-air Canadian 
broadcaster to exhibit the program within two years of its ixanpletion. At 
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least half of the Rna was allocated to television programs exhibited by 
private broadcasters with to a half to programs exhibited by the CBC. 
Appnadmately one-thizd of the TcsA was to be invested in French-language 
television productions and two-thirds in English-language television 
producticais. 

Char^ to the original provisions and guidelines were laid out in the 
ito^r^rv^im nf v..e Und erstandincT (March 15, 1985) and became effective 
i^jril 1, 1985. eligibilily was widened to include docuaienfcaries 

emd the regulations were clarified to confirm their applicability to the 
performli^ arts. A letter of intent frcci a provincial educational 
broadcaster now qualified programs for Telefilm Canada Rmding. 

The maximum Telefilm investment was increased to 49 percent. To 
qualify for this increased limit, rather than the standard one-third, the 
program must earn the maximum 10 points on the CKTC ten-point scale 
determining Canadian content, unless it is a pilot for a series in vMch 
case six points out of ten is sufficient. Ihis point system is based 
purely on the character of the ii^wts, two points being allocated for the 
director beii^ Canadian, one point for the script writer being a Canadian, 
one point for the leading performer being a Canadian and so on. 

to ten percent of the Rmd was to be made available for script and 
project develcpnent, where there is a demonstrated interest by a 
broadcaster, on the basis of a maxiraum of 60 percent of cost. Biis 
provision permitted funte to be allocated to develcpraent of program 
prcpceals that might never reach the production stage. Previously funding 
of development costs was possible only for programs that were carried 
throng to production. 



ERIC 



" ■■ 6 

HI. OHE EC3CNCMIC INCEHnVE IR37IDED EY THE FUND 

Given that the Canadian caqpital inarloet is reasonably efficient, if 
investments h\ Canadian drama, variety, and children's progrEonming gave 
e}$)ected returns exiamensurate vdth their risk, there wculd be no need for 
the Fund because private venture capital wxild be avziilable to provide the 
fundir^ necessary. Bms the lUnd subsidizes in the sense that most of 
its investments, virtually rll vihich have been made in the form of equity, 
have an expected loss. Ex ante the Fund provides downside risk 
protection as it reduces the size of loss for other investors associated 
with any level of revenue gerieratiorn belcw cost, vjhile ex post it prcr/ides 
a subsidy for projects vMch fail to reccqp all investment costs. If 
Fund inv^tmaits are made partially or vAiolly subordinate to that of other 
investors, the lattei: may reooip all of their investment vMle Telefilm 
Canada bears the loss. It thus makes Canadian programming more 
econcmically attractive to Canadian producers, broadcasters, and other 
investors. Hie hope woi'ld be that such an inducement wculd result in 
some substitution of Canadian for US programming and, perhaps more 
realistically v*ere private broadcasters are concerned, substitution of 
high quality Canadian Independent productions in the desired categories 
for low-cost broadcasters-produced quota fillers. 

IV. EOCXICMIC KffilONME PGR A SUBSIDY THRDUCSI IHE FUND 

Various arguments have been put forward for subsidizing Canadi-m 
television program production., Two justificaticMis e^pear in the 
government's strategy paper. Towards a New National Broadcastin g Policy 
(March 1983) . EooncKi.ic benefits are stressed, speciHcally the creation 
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of "a large nuntoer of adiitional jcte in the private progma production 
centres." Another is "the overridijig inportance of ensuing that Canadian 
culture thrives in the new technological enviranttenfcs," and the consequent 
need to pronote progranming "which reinforces the cultural heritage of all 
Canadians." 

The economic stdioalus a-ngunent is Cif fectively debunked by the Nielsen 
stut^ report on culture ard ortntiunication (1986:16) vMch concatides that 
public si:55X3rt in this area has "only a nodest iatpact on income, tax 
revenue, productivity, and the balance of payments" and that "although 

the economic benefits may exist, they are unlitaily to be as hi^ as for 

■J) 

other economic investments. 

The economic basis of the cultural argument has to be ccuohed in terms 
of marloet fadlinre, namely. that program produceri- do not receive reven^.^e in 
return for the provision of external benefits to Canadian socieiy as a 
v4iole resulting from citizens being esqjosed to additional Canadian 
programming. Such benefits would take the form of an increased sense of 
Canadian identity or awareness of Canadian themes- and values amongst those 
viewii^. Hence the private sector, in the absence of a subsidy, will 
produce less than an optimal arocfunt of programs promoting sudi themes and 
values. A subsicfy is justified if it is judged the benefits from such 
positive externalities outweigh the dollar cost of the subsidy necessary 
to irduoe the extra pr-cgramming. In the next section we will examine 
whether the Fu^xi has vLnduoed distinctive programming with significant 
positive externalities. 

A third rationale worthy of consideration, althcu^ not put forward by 
the government policy paper, is the infant industry argument. This 
argues that a country may have a ccsrparative advantage in production of a 
product or service that it does not curr2ntly produce, and a subsidy is 
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naoessary to enable the Industry to engage in a leamiixf process and 
beoons proficient in the relevant technology, with respect to the 
feature film industry, lyon and Trebiloock (1982) have stated that "the 
oacpanion tiieory is that the eoonooics of the film industry require 
goveccnnent stimulation of massive amounts of production to foster an 
infrastnicture that can eventually sc^^jort the production of culturally 
significant filas." 

Biere is ecme reason for supposing that Canada does have a oocparative 
advantage with ra^)ect to television program production, that it can 
produce" equivalent prograumL-j at oa:»3iderably less cost than the 
Americans. Riul Morton, of Global, told \is that production costs an 
csanada in Canadian dollars are about eqaal to us production costs in us 
dollars. This EU^est£> Canadian costs are 30% to 40% less for similar 
productions. An article in Variety ("Costs in Canada: What's Cheap, 
What's Steep," Noveniber 27, 1985, p.41) states: 

Aside frm the .favourable 35 cent dollar exchange, there are 
considerable overall savings for US productions done in Canada. 
. . .film processing costs 8.5 cents a linear foot as ccmpared to 
an average 13 cents a foot US. Work prints, negative transfers '. 
and other post-production costs are 20 tc 30% less; set 
construction, locatiai fees, vehicle rental and catering each 
about 20%. 

WiB are inclined to give the infant iiidustry argument^vath respect to 
production of television programming in Cant^da, the benefit of the doubt 
tut it is inportant to realize that this argument can only be vsed to 
st^iport a temporary subsidy. Ihe subsidy should be Tphas&i out vjhen the 
industry has been established and the infrastructure is in place. Ohe 
only justification for a permanent subsidy throu^ the Rand is the 
positive externality rationale. 
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V. TOE EXEEKTENCE WTEH TOE FUND 



In this sec±ion we evaluate the ei?)erienc» id-th the Fund to examine 
iNhether -Uiis ejqperienoe is cxxisistent vith develcpaent of a viable 
Inaependtent production incJustay, whidi can be si^^xDrted by the infant 
InJustry argument, and \jhether it has inauoed distinctive Canadian 
prograardng, the positive externality rationale for a subsi*^. 

1. Has the Fund led to the development of a viable ind^iendent production 
industry? 

lb soroe extent this question is premature. It wculd be more 
apprcprlate to attettpt an answer in ndd-1988, after five years of lUnd 
operations. Ifcwever, seme .early indications can be assessed. 

As can be seen from Table 1, the Rmd has recently been very 
successful in promoting production of Canadian programs. In the seven 
months prior to November 1985, Telefilm Canada invested $52 million in 137 
projects vMch involved total ej^ienditures of $132 million.^- Ihe 
Itelef ilm investment was already dose to the planned budget for the year 
ending Mardi 31, 1986. However, this success was neither instantaneous 
nor easily achieved. 



■•■All data in this section was provided to us by Telefilm Canada and are 
for contracted projects defined to incltide projects vAjere a signed deal 
letter has been sent (althou^ ifhe contract has not yet. been formally 
signed) . Ttelef iM tell us that the deal letter constitutes a legal 
oonanitnent anfl hence it mates sense to indixie such projects with those 
contracted. However, their inclusion means that cur data for the first 
21 norths are not exactly oocparable to those rqpcrted in After TWn Ypars 
(Otelefilm Canada, 1985) . 

/I 



Table 1 



Investment in Fund Projects ($ roillion) 



JUly 1, 1983- 
Mar« 31. 1984 



lipr. 1, 1984- Apr. 1, 1985" i-'.jr. 1, 1985- 
Mar, 31. 1985 Pert. 31. 19 85 l4r, 31. 193€ 



Telefilm 



34 



50 



54 



Budget 

Telefilm 10 (36)^ 45 (99) 52 (137) 

Investinent 

Total Invest- 
ment froa 53 141 132 
edl sources 

^NtmiDers in brackets shew the number of projects invested in. 

During the first nine months (July 1, 1983 to March 31, 1984) , the 
Fund got off to a very slew start. Telefilm Canada investinent of $10 
Biillion in 36 projects was less than one-third the budget planned of $34 
million (see Table 1} • Part of the e>5)lanation may have been the normal 
lead tine associated with a new program. Associated with this wul<i be 
an initial dearth of suitable scripts and then lack of budget to stimulate 
their immediate provision* Bie inportance of a generous supply of 
scripts is Indicated by American practice: 

Prior to each tele\dsion season in the tMted States, about 500 ideas 
of a new, mass market dramatic series are rou^ied out. About 250 of 
these get as far as detailed plot outlines and 100 go to scripting. 
About 50 reacii the pilot film stage. Perhaps six actually go on the 
air, and perhaps three succeed in staying there for the fuil season or 
more. (McQueen, 1983: 130) 

Another ocaitributing factor may have been the average rate of Fund 
pa2±icipation which was only 21 percent (see Table 2) , well belcw the 
one-third maximum permitted. 
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■Pable 2 

Average level of Telefilm Participation (%) 

July 1, 1983- April 1, 1984- April l, 1985- 
Kar. 31. 1984 March 31. 198 5 Ocfc. 31. 1985 

English-language 21 32 41 

Fcendi-lai^ge 19 30 36 

Ttatal 21 32 39 

Hie' initial difficulties applied to both the English-language and 
French-lar^ge sectors. In dollar terms 47% of Telefilia investanent was 
in Ecendi-language projects (see Table 3) , obviously (Considerably in 
excess of the one-third guideline (but see footnote to Table 4) . 
However, CBC was responsible for 72% of broadcaster es^jenditiires on 
French-language Fund projects whereas the involvement of French-language 
private broadcasters was negligible (see Table 4) . On the 
English-language side, private sector involvement was much greater (69%) . 

Table 3 

Share of Ifelefilm Canada Investment by Language of Production 

July 1, 1983- April 1, 1984- April 1, 1985- 
March 31. 1984 March 31. 1985 Orrttriber 31. 1985 

Er^lish 53 78 67 



French 



47 22 33 



ERIC 



13 



Table 4 

Share, hy Type of Broadcaster, of Total Broadcaster E^^jenditure 

cai Fund Projects 

JtOy 1, 1983- April 1, 1984- April 1, 1985- 
March 31. 1984 March 31. 1985 October 31. 1985 
English Ecench English French English French 



CBC 


31 


72 


70 


5C 


50 


73 


Education TV 


0 


6 


3 


39 


4 


20 


Private 


69 


22^ 


27 


3 


46 


7 



•^21 percentage points of this vas ccxnprised of a cso-proc3uctiai between 
France and the English-language network CTV. It was ac±ually shot in 
English and then dubbed into Ecench so the classification as 
French-language is very dubious. Only 1 percentage point involved 
French-language private broadcasters. 

In aggregate the e:-^:^3rienoe for the financial year beginning i^ril 1, 
1984 was very much better. ' Fran Table 1 we see that Telefilm invested 
$45 million in 99 projects, close to the planned budget of $50 million. 
It would seem that this inprovement is at least pa2±ially due to two 
operating policy changes made by Telefilm Canada. It will be noted from 
Table 2 that the Fund participation rate went vp to 32% (from 21% during 
the first nine months) so projects were new financed at the maximum r:ate 
possible. The other <±ai^e was an increasing willingness by Telefilm to 
permit is own equity investment to be partially subordinate to private 
Canadian equity throu^ tiered reccupnent arrangements, made on a 
case-by-case basis. 

However, the iicprovement was almost entirely due to the big increase 
in the involvement of CBC in English-language projects. From Table 4 we 
see that CBC's share of English-language broadcaster ejqpenditures on Fund 
prx>jects increased to 70% (from 31% in the first nine months.) A major 
negative aspect was the virtually oomplete withdrawal of the only private 



14 



national English-language broadcaster, the crv network. Erendi-langiwge 
projects now acxxxinted for only 22% (down from 47%) of Telefilm 
investments (see Table 3) despite the emergencse of Radio Qm<^39c, the 
provincial educational network, as a significant player with involvement 
in 39% of French-language projects. Hie private Eranocjiione broadcasters 
remained uninterested. 

The low level of private broadcaster involvement in both languages 
during the financial year kpril 1, 1984 to March 31, 1985 si^jport the 
contention of Pierre Juneau, President of the CBC, that '»withc«t c«r 
oonimitment, the entire strategy si^jporting the utilization of the Fund 
would have collapsed" (May 15, 1984) . When the CBC announced, December 
1984, that it was withdrawing frou future Fund projects (as a response to 
the decision by the Federal. Government to cut the CBC's operating budget 
for the next financial year by $75 million) the future of the Fund was 
indeed in doubt. 

During the seven month period beginning April 1, 1985, use of the Fund 
really took off with- Telefilm investing in more projects (137) in seven 
months than in the previous 21 months (135) (see Table 1) . The change in 
the guidelines with respect to the maximum participation rate, resulted in 
Telefilm funding increasing on average to 39% of project casts, fr'om 
32% for tlie previous twelve months. 

The changes induced CBC to cancel its planned withdrawal and remain a 
major player. For French-language projects, CBC's share of the 
brxDadcaster eJ5>enditures increased to 73% from 58% (see Table 4) . 
Although CBC's share of English-language broadcaster e5q)enditures fell to 
50% (fron 70%) its monthly dollar participation rate was hi^er than 
during the previous twelve months. In addition, there has been an 
i^jsurge in private broadcaster involvement in English-language projects 
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with the big dif ferenoo being that the dV Network new contributes 17% (vp 
from less than 1% 1984/85) of broadcaster e35)enaitures on Englidi-language 
productions^ 61obal*s share has also incareased substantially to 15% 
(f rem 6%) . 

Another aspect of the Fund's success, helped by the special provisions 
for pilot projects, has been its inducernent of English-language series« 
This is important because series foster viewer loyalty and also have the 
best expc^rt prospects* Ihis very success, however, has created a 
problem* An internal Telefilm Canada report ^ i^pared by Bob Idnnell 
(D^wty Director) shows that "if all current 49% backed Englisn-tracted 
series are renewed next season, they would take the Rand's entire 
(English-language) $40 million allotinent. " 

Bie only black spot is that the Fund is still failing to get 
significant sij^^xDrt from the Frendi-language private broadcasting sector 
despite the share of Telefilm investments in French-language project^ 
being vp to the guideline of 33%. Ihere are several ^qplanations for 
this lacik of su^^port. Michel Hcule, formerly ^.Jeneral Manager of Societe 
G^ierale du Cinema du Quebec, suggests a factor is the difficult union 
relatiar.5hips that exist at the principal French-language private 
broadcaster Tele^letropole. The strike history at Tele-Metropole leads 
to concerns that labour difficulties may arise if production is let out to 
private producers. In addition, the tou^ negotiating positions adcpted 
by Tele-Metropole management have led to a lew level of in-house 
production cost as a result of lower than average labour rates. We 
suggest another e}5)lanation is the profitability of tele romans 
(French-language soap operas) produced in-house. Lapointe and Le Goff 's 
data suggests the advertising revenue generated is about twice the cost of 
such production. With proven profitable in »house projects it is 
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understandable that the private broadcaster does not wish to share the 
profits vdth independent producers or Telefilm Canada. Telefilm Canada 
officials believe that ownership changes at Tele^ietropole^ and the 
licensing of a new station in Montreal will rectify the situation. 

Another aspect of broadcaster participation worth considering is their 
share of the total expeaiditure on Fund projects." This is shewn in Table 
5, together with shares contributed by other selected sccrces. It was 
originally anticipated that Canadian broadcasters would pay about 
one-third of programming costs but as can be seen their contritution has 
never oorae near to that level. Biis is particularly the case for private 
broadcasters. Althou^ the breaMown is not provided in Table 5, during 
the finaiKiial year 1984-85, the private broadcaster share of total cost 
was only 5%, much below th^.CBC's share of 21%, even thou^ about 1/5 of 
the latter was in the form of equity rather than the strai^t licence fee 

Table 5 

Selected Sources and their Contribution (%) to 
Total E3^>enditure on Fund Projects 

July 1, 1983- April 1, 1984- April 1,1985- 
Maich 31. 1984 March 31. 1985 October 31. 1985 
English Frendn English Frendi English French 



Canadian Broadcasters 


10 


10 


17 


22 


18 


10 


Canadian Producers 


20 


7 


7 


11 


8 


11 


Canadian Private 
Venture 


4 


1 


8 


2 


9 


4 


Foreign 


30 


37 


28 


23 


18 


23 



however, in i^ril 1986 the CBTC rejected the bid of Power Corporation 
for T^e-Metrqoole. 'Jhe Power Corporation can mate a fresh presentation 
to the C£?TC within two inonths. 
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preferred l^y producers* Qnas private broadcasters have been able to 
e}diibit a $500,000 program for a licence fee of about $25,000« 

Ihe prqpQi^tion of foreign ftmding has decreased over tiine f rm around 
one-third to abcwt caie-fifth. Diis may be of ooncem in terms of the 
ecorcmic viability of iax>jects vftierc pre-«ale is sometimes suggested as 
the ]loey to recocpnent of total ocsts« 

Despite favourable tax treatment, the" level of Canadian private 
venture ce^ltal has been low throu^iout* Hcviver, the steady growth in 
the share of an expanding budget comjcng from this source could be viewed 
as encouraging^ 

2. Has the Fund resulted in Distinctive Canadian Prograrartdng? 

i 

Table 6 reveals that in both languages, the Fund has been primarily 
successfta in inducing drama, althou^ the children's programming 
resulting has also been significant* 

Table 6 

Share of Telefilm Canada Investment by Program Category 

July 1, 1983- April 1, 1984- April 1, 1985- 
March 31, 1984 March 31> 1985 October 31, 1986 
English French English French English French 



Drama 


78 


88 


65 


70 


67 


59 


Children's 


2 


5 


25 


7 


17 


17 


Vciriety 


18 


3 


10 


23 


12 


12 


I>3cumentary 




T)/Si 


n/a 


n/a. 


3 


11 



%ot T^licable as docuitventaries were not eligible for Telefilm funding 
prior to April 1, 1985. 
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We have argued earlier that the only justification for a permanent 
siibsi^ through Telefilm Canada ftinding is the positive externality 
rationale. Insofar as drama reflects and enhances an e^reciation of and 
an identification with C3anadian themes, values, history, and institutions, 
this category has significant externalities and is worthy of support. 
N&t all drama does this, however. Bie danger with international 
oo-prxDductions is they may lose any Canadian distinctiveness. Even where 
no foreign money is involved there may be incentive for the producer to 
dowiplay any distinctiveness in the hope this will naloe it more acc^>table 
to a foreign audience. For example, with respect to "Ni^t Heat", shown 
on CIV, a critic (Remington, September 8, 1985 :C4) writes: 



•Hie sad thiirj for this Canadian-made series is that Toronto 
isn't Torcaito. It's just an unnamed, laical big city tliat 
is si^jposed to pass for New York, Riiladelphia, Oiicago or if 
you want, Toronto, lhat's because 'Ni^t Heat' is also 
running in the U.S. on CBS. 

Jdin Reynolds, General Manager of British Broadcasting Corporation's 
Co-productions states that the BBC does not follow this strategy: 

Firstly, we do not make "international" programs. We make 
programs to inform and entertain the British television 
audience. Nevertheless, we are both ocranercially and 
socially delisted, if they appeal to foreign viewers. 
Despite the need for co-production money, I see absolutely no 
sign of wavering on this basic principle. (Reynolds, July 
11, 1985:16). 



A subsi<^'-for diildren's progf^raning that is distinctive can be 
justified on similar grounds to those for drama. Positive externalities 
for documentaries can be justified on the grouncSs they lead to a more 
knowledgeable, better-ii-tformed population. We are sonewhat less 
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oonvinoed vdth respect to the extent of positive externalities for 
variety. 

Ihere is reason for oonoem that in recent months Telefilm Canada have 
been over-atphasizing rate of return considerations and \axier>-eirphasizing 
cultural significance, m our dicsussions with Telefilm Canada 
officials, fiscal responsibiliiy in the form of a need to get a good 
return on tasqpayers' money was enjiiasized. CBC officials, and a private 
producer, recxjunted the rejection of three CBC arts and music programs. 
Althcuc^h this type of progranming is eligible for Ttelefilm Canada funding, 
it a^jpears that these programs were rejected by Telefilm Canada on 
ooo«nercial grounds. Telefilm Canada appears to be putting little wei^t 
on the cultural significance of programming aixi yet in the long run this 
is the only sound econcmic. justification for subsidization throu^i such a 
boc^. 

VI. assays ercm 'Ihe cmoiAN experience wtih the fund ' 

Cie new satellite and cable technologies are propelling maiy countries 
into a situation vd^ere their indigenous broadcasting systems are iiaving to 
ocrapete with foreign signals. Due to its geographic location Canada's 
broadcasting system has long faced such foreign (US) ccstpetition and the 
Fund was developed specifically to meet this challenge. We thus believe 
that the f ollcwing lessons gained f ran the Canadian experience with the 
Rmd have wide application. Wtiere appropriate we surest ciianges in the 
provisions of the Telefilm Canada Fund. 
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1. A Band can Inauce a significant ainount of indigenous progranctiing. 

Recent ejqjerience with the Telefilm Canada Fund, with 137 projects 
with a totaJ. budget exceeding $132 million induced in seven months of 
1985^ si^jports this contention. However, the earlier ejqoerienoe suggests 
that a Rmd ^dll only be successfol in this regard if it is stnactured ax)d 
operated In a manner \Mch provides sufficient eocaxxaic incentive for 
private sector broadcasters to want to become involved. 

OSie recent success only came about after the average level of Jlmd 
participation had increased trm 21% 1983-1984 to 39% in 1985, and after 
Itelef ilm increasingly permitted its own equity investment to be partially 
subordinate to priviate Canadian equity thrcu^ tiered reconpnent 
arrangements. Other significant factors were changes in Fund guidelines 
to make script and project development eligible and to make pilot prograins 
qualify for maximum support as long as they earned six points (rather than 
ten) on the CRTC ten-point scale. As we have seen, however, the success 
of the latter provision is stimulating continuing series has itself caused 
probleias. We would reooaratiend that the level of Fund sifloport for 
continuing series be reduced after the first season. By then the series 
has an established track record and the risk of investing in additional 
programs is less. 

2. m the long-term only distinctive indigenous programming should be 
funded. 

Our analysis suggested that the only rationale for long-tem si^pport 
is the jKUcket failure argument where positive externalities justify a 
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; s'Jbeidy. Biis requires that eligibility be judged on the basis of the 

\ 

output^ the distinctiveness of the program itself, rather than the nature 

of the ir^rots (such as a criterion based on the CRTC ten-point scale) or 

the oarroTOial viability (and consequent return on ]?und ixrvestrr^antsj viiich 

recently seeaoas to prerocxxpf Ifelefilm Canada. 

With respect to Cai^ada, th5js suggests the following. During the 

period^ (we suggest to iidd-1988 vdien the current Fund mandate e35>ires) ixi 

viiich ttie infant industry argument remins valid;^ tliere should be a 

two-tiered level of Telefilm CSanada funding. Ercgraraming, viiich does not 

have indigenous distinctiveness or cultural significance (such programming 

has been described to us by Mike McMillan, Atlantis Films, as "American 

clone programming*') should receive the base level of si^^port. 

Programming that can claim, cultural significance, and hence eligibility 

under the positive externality argument, should receive an additional 

level of funding. After the phasing out of si:?port based on the infant 

industry argument, only programming vAiidi can be jiistif led by positive 

externalities should receive Telefilm Canada siqpport. 

Die vay this mi^t vork in practice is that during the interim period 

all projects that qualify tinder the ten point system, based on use of 

Canadian inputs^ wuld autotatically qualify for a base le^c- of Telefilm 

Canada si^port as long as the producer could rad£ the rest of the 

financing elsewhere and get a letter of intent from an eligible Canadian 

broadcaster. Additional Telefilm funding would have to be specifically 
«* 

applied for and Telefilm Canada would make a judgment on the basis of the 
positive externalities/cultural significance of the out^xit. After the 
interim period/ with the infant industry argument no longer applicable, 
private prodijcers could apply for Telefilm Canada funding only on the 
basis of the cultur8LL significance of the program. 
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3. Only lna^)enaant private praiuctions shculd be si:5port©d. 

Tbe Otelef ilm Canada Fund can only invest in independent private 
productioi^. We agree with this afj^roach as it diversifies the source 
for progrEomnir^ and pranotes cxarpetiticai not only between the private 
produoers theroselves but also between these prodJx»rs and in-hcwse 
broedcast productions. With their different set of Incsentives we believe 
that intJ^jeixtent private producers are more likely to aim for quality 
productions/ both to establish their r^wtation and es^sloit ©^rt 
aarloetsi than are private broadcasters. Ihe latter are primarily 
ooncemed with packaging prograinraing for exhibition and many of their 
in-house productions appear to be primarily aimed at filling CKTC Canadian 
content requirentents at mipimum cost. It also seems desirable to 
encourage the public sector broadcaster to purchase scsne of its indigenous 
programming requirements from independent producers who may be more 
efficient. 

4. Only broadcaster si^jported projects should be Funded. 

A desirable provision of the Otelef ilm Canada Fund is the requirement 
that the producer have a letter of intent f ran an over-the-air broadcaster 
(since the 1985 revisim ej^anded to incliade provincial educational 
channels) to eadiibit the program within two years of its oorpletion. 
Ohis erisures that funds are hot wasted on programming that will be left on 
the shelf and makes the iixiepeixlent producers responsive to broadcasters' 
demands. 



5. •The need for sn liKsentive fontula that Hatches broadcaster licence 
fees. 

t 

Ohe exJ^cing incentive fonnala xised in the TaLef ilm Canada Fund has 
two sharbxmings: tise of a percentage fontula to calculate the itelefilm 
CSanada contribution leads to administrative effort to oantrol budget 
inflation and the hi^ Telitfilm percentage tased has caused broadcasters to 
xninimize thri dollar araccnt of their broadcast licence fees. Bais had led 
to anonalcus situations, itor exanple^ several industry people inentioned 
a substantial Fund investment in a feature filra^ "One itagic Christmas." 
A letter of intent fron cnv made this film eligible for Broadcast Fund 
si?:port. Yet CUV is an ind^perdent station based in Edmonton vAiose 
signal is available only in that city and in remote areas served by 
Canconi. With this small market the licence fee was obviously an 
insignificant contribution to the total cost. 

The siitplest vreiy to deal with the budget inflation 'problem is to irvove 
directly to the sigoport on a fixed dollar rather than a percentage basis. 
If considered in conjurK±ion with the two-tier level of siqpport progrc:n 
outlined above^ this fixed dollar ainount coold be viewed as the dollar 
cost of adiieving the develcpnent of the private Canadian program 
production industry during its infant phase. 

Ihe iise of the fixed dollar investinent vftiile dealing- with the prciDlem 
of artificial budget inflation would also, by removing a matching of 
larger budgets, result in sane tendency to lower cost programming. Ihe 
actual dollar amount of the investinent for eac±L particular program 
category would have to be set (with an inflation factor) at a level that 
would permit the provision of qualily Canadian offerings. 
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On the question ct achieving larger broacacast licence fees, clearly 
■ v)hat is required is scroe iype of Hatching formula. What we reocnmend is 
that the basic flat dollar investment, designed to move the production 
iniiustry out of the infant industry phase, be axpled with a dollar for 
dollar matching program by the Fund of all amounts invested in the project 
in the form of broadcast licence fees. Ohus, for exaaple, in the case of 
a project involving a one-hour program budgeted at $800, OOC, rather than a 
49% Ttelefilm oontributica of $394,000 and say a licence fee of $104,000, 
there could be a basic $100,000 plus a matching of say the next $200,000 
of brcadcast liotnce fee which would bring the producer a total of 
$300,000 froti the Broadcast Fund and $200,000 frctn the broadcaster. 

6. Die Need to Reconsider, the Eole of a Public Broadcaster in such a 
Fund. 

Ohe CBC should be provided with a special envelope of financing tied 
to p-Tixhase of programming frcra the ind^)endent production sector. Biis 
would ensure that ths CBC was fully able to access the Fund, possibly 
permit nore continuity series to be produced, and most inportantly would 
permit a restoration of a more reasonable level of broadcast licence 
fees. Fran the CBC's viewpoint this would, of course, facilitate the 
process of attaining hi^er levels of Canadian content during prime time. 
Of course, if the value of the special envelope was large encu^ that CBC 
lioenoe fees increased to around 70-80% of production costs. Telefilm 
Car«ada funding would not be necessary for independent productions 
exhibited by CBC. Ihis would br slirpler and more efficient but 
politically difficult as it mi^t appear that the Government was going 
bade on its budget cuts for CBC. However, for other countries where no 
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such political cxnstraint ia in effect, this is the solxition we VTould 
prcpose. 
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